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Works Councils, Quits and Dismissals in Germany I Introduction
The stability of employment relationships is an important issue for both employees and firms.
On the one hand, employee quits cause problems for firms through vacancies, so that retention is a frequent objective. On the other hand, dismissals in the form of firm-initiated separations can lead to dramatic monetary and non-monetary problems for the individuals concerned. In many countries, the decisions of firms and/or employees are supposed to be affected by institutions such as works councils. Works councils act at the establishment level and are endowed with various opportunities of participation, ranging from simple information rights to extensive codetermination rights. In Germany, works councils have considerable bargaining power derived from the Works Constitution Act (WCA), which can be applied to voluntary quits and to dismissals. While works councils have no direct impact on voluntary quits, they may use their participation rights regarding other issues in order to have an indirect influence on voluntary quits. In contrast, works council may have a direct influence on dismissals.
1 Previous work has examined the relationship of works councils and employment separations in general, but has abstained from a direct distinction between quits and dismissals. Early studies have relied on cross-section data from establishment surveys and tended to find a negative relationship between the existence of works councils and the separations rates in firms (e.g. Frick 1996 , Backes-Gellner et al. 1997 , Addison et al. 2001 , Dilger 2002 , Frick & Möller 2003 , Pfeifer 2007 . Panel estimations of firm-level data suggest that job security, measured as the expected increase in establishment size, is not associated with the foundation of a works council (Beckmann et al. 2010) . Two studies incorporate the employee perspective by using longitudinal linked employer-employee data (Boockmann & Steffes 2010 , Hirsch et al. 2010 . Boockmann & Steffes (2010) investigate determinants of job duration for male employees in Germany. Accounting for firm fixed effects, empirical results exhibit that works councils are negatively related to transition, both into unemployment and into new employment. Distinguishing between subgroups of employees (but not types of transition), the relation holds true for skilled blue collar workers in particular, but not for white collar workers. Hirsch et al. (2010) show that the negative relation between the existence of works councils and separation rates is more pronounced for male employees. These studies do not distinguish directly between quits and dismissals, though.
This paper adds to the relationship between works councils and personnel separations and aims to provide a contribution on an individual data basis. Data from the German SocioEconomic Panel (GSOEP) for the years 2001 and 2006 are used. In contrast to previous studies, the impact of works councils is examined on individual dismissals and voluntary quits respectively. We also have a look at the relevance of severance payments for dismissed employees. Since certain groups of employees may benefit from a works council's existence more than others, it is also analysed whether subgroups of employees with respect to sex (men vs. women) and occupational status (different groups of blue collar and white collar workers)
are affected in particular.
The remainder of this paper will proceed as follows: Based on the institutional background and theoretical considerations, we derive hypotheses for the relationship between works councils and both individual dismissals and voluntary quits in general and for certain subgroups of employees in section II. Then, data, variables and the methodology will be described in section III before we present and discuss the results in section IV. Section V concludes.
II Institutional Background, Theoretical Considerations and Hypotheses
The rights of German works councils are laid down in the Works Constitution Act (WCA).
According to this law, works councils can be set up in all establishments with five or more permanent employees. They have to be initiated by the employees themselves. As a consequence they are not present in all appropriate establishments. The actual presence of works councils depends on characteristics such as firm size, firm age and sex composition of the workforce (Addison et al., 2003) . In contrast to German unions, which bargain at the industry level, works councils act at the establishment level and are not entitled to call a strike. The WCA does not allow wage negotiations, in order to limit distributional conflicts on the establishment level. However, works councils may use their extensive information and consultation and codetermination rights for many other issues in order to pursue rent-seeking activities.
Works councils have extensive codetermination rights in what are called "social matters", including the introduction of new payment methods or new technologies designed to monitor employee performance, the regulation of working time as well as health and safety issues.
Also, works councils are equipped with consultation rights in areas such as manpower planning and changes in work processes, the working environment and job content. Their participation rights concerning financial and economic matters are limited to information provision. Works councils may therefore use these rights for employees' well-being and employee retention.
Works councils are also endowed with substantial consultation and consent rights with respect to individual dismissals. Every dismissal has to be discussed with the works council. This includes the firm having to provide reasons for a dismissal to the works council. If an employer fails to consult the works council, the dismissal is legally null and void ( § 102 (1) WCA Furthermore, the employer has to inform the works council of any proposed alterations that may include substantial disadvantages to the workforce or a large part thereof. This includes both the timetable for the implementation as well as the number of affected employees ( § 111 WCA). In the case of a collective dismissal, the employer is obliged to pay compensation to the affected employees. According to § 112 WCA, an employer has to negotiate a social plan in firms with more than 20 employees at the request of a works council. If the employer and the works council do not reach an agreement concerning a social compensation plan, both may ultimately submit the case to a conciliation committee. Besides the financial burden on the company, the conciliation committee has to take social criteria into account when making its decision. As compensation for any financial disadvantages, such as an income reduction or loss of firm pension schemes, an employee will receive a severance payment.
This characterization of the institutional background indicates that German works councils are endowed with substantial bargaining power which may affect dismissal decisions of firms and also employees' decisions to quit their jobs.
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Due to their specific consultation and consent rights in the case of individual dismissals, works councils can prevent or at least delay dismissals. Works councils are supposed to act as safeguards against employer opportunism and as protectors of employees' rents (BackesGellner et al. 1997) . If deferred compensation in the sense of Lazear (1979 Lazear ( , 1981 is relevant, works councils may prevent firms' opportunistic behaviour in terms of terminating long-term employment relationships (Jirjahn 2009 ), for instance.
Works councils may also foster the formation of internal labour markets and human capital investments (Ellguth, 2006) and therefore reduce dismissal rates indirectly. Due to rising investments in firm-specific human capital, firms do not have to poach employees from other firms within the same sector. Besides, Pfeifer (2010) argues that internal labour markets and promotions serve as an instrument to allocate employees more efficiently. Since firms learn more about employees' abilities and working attitudes, information asymmetries will be reduced and a better job matching will follow.
Moreover, dismissals may be less likely in firms with a works council, since the latter increases separation costs for the former. In the case of a works council's objection to a dismissal, an employee is entitled to continue working until a judicial decision or a settlement has been reached. In addition to court costs, for the employer judicial decisions may include severance payments for affected employees. These considerations hint at higher separation costs in those firms with a works council. Therefore, an employer may tend to abstain from a dismissal in such an environment.
Finally, Dilger (2002) and Ellguth (2006) argue that works councils are interested in stable employment relations in order to secure their re-election. Therefore, a works council should act in the interests of the core workforce. Works councils may use their bargaining power derived from codetermination rights in order to keep an employer from dismissing employees.
To sum up, the following hypothesis can be stated: Analogously to unions (see Freeman and Medoff, 1984) , works councils act as a collective voice institution in the sense of Hirschman (1970) . This enables employees to express their dissatisfaction with certain working conditions rather than quitting their jobs. If the employer is interested in such decentral information, and thus in adjusting the working conditions with respect to employees' preferences, employees' job satisfaction increases. This may lead to lower voluntary quit rates.
Works councils may also play an important role in fostering trust and cooperation between employer and employees (Addison et al., 2001; Frege, 2002; Jirjahn and Kraft, 2007) .
Communication between the employer and the employees of a firm is deemed to be relevant in at least two ways: First, works council may attenuate opportunistic behaviour and foster trust between employer and employees via the screening of information that is provided by the employer. This is of particular importance in the context of an employer's report with respect to economic difficulties and a higher demand in working effort. Without a works council, employees do not exactly know whether the employer is merely feigning a crisis or whether the firm is exposed to a real threat. Secondly, employees may not reveal information about potential performance-enhancing innovations to the employer if they fear that this information will be used to their disadvantage in terms of job losses or increased workload.
However, a works council's right of codetermination as to how to use such information can impede an employer from taking advantage of employees' information in terms of innovative proposals. Summarizing, employees will not increase their effort or cooperate if an employer cannot credibly commit to taking their interests into account. An existing worker representation may foster trust and cooperation between employer and employees and thus, inter alia, employees' job satisfaction will be increased and voluntary quits reduced.
Additionally, fairness considerations may be relevant. Not only the result of decisions but also the decision-making process is crucial for employees. Respect and appreciation from the employer influence employees' motivation and job satisfaction positively (Frey et al., 2004; Jirjahn and Tsertsvadze, 2006 ). An existing works council may therefore lead to an increase of procedural fairness from the employees' view, an increase in employees' job satisfaction and a reduced voluntary quit rate. To sum up, the following hypothesis can be derived: 8
Hypothesis 2: Employee quits are reduced by works councils.
If works councils are negatively associated with both dismissals and voluntary quits by employees, the question arises as to whether certain groups of employees benefit more than others from the presence of a works council. Sex differences as well as employees' occupational status will be examined more closely.
Some arguments hint at the fact that works councils are more inclined to represent the interests of male employees (Hirsch et al., 2010) . First, their share of the workforce is traditionally higher than that of women is. Hübler & Jirjahn (2003) as well as Addison et al. (2003) show that an increasing share of men in an establishment is positively associated with the probability of a works council's existence. Second, works councils members are, for the most part, men. The share of male works councilors is even higher than their employment share. Following the similarity-attraction paradigm (Byrne, 1971) , works councils support employees with similar characteristics and therefore use their rights to reduce the number of dismissals of men rather than those of women.
With respect to voluntary quits, both men and women may benefit from a works council's existence. As mentioned above, works councils are more inclined to represent the interests of male employees. In the sense of a collective voice, works councils may get involved for the benefit of men, and therefore male employees will more likely abstain from leaving a firm voluntarily. However, works councils may also reduce voluntary quits by female employees.
Many studies show that a works council correlates negatively with a gender wage gap (Gartner and Stephan, 2004; Heinze and Wolf, 2010; Addison et al., 2010) . Hence, works councils foster equal treatment of male and female employees and limits potential wage discrimination within a firm. If women experience greater wage fairness as one possible reason, their intention to voluntarily leave a firm will also be reduced. will improve this situation and will get involved for the benefit of this subgroup of employees.
This may lead to procedural fairness from a blue collar worker's point of view. Pfeifer (2007) argues that works councils support blue collar workers by fostering contacts with supervisors.
Works councils may even be helpful with bargaining issues. Moreover, works councils have codetermination rights concerning working time regulations for shift working, which are particularly relevant for blue collar workers. These considerations lead to We have a sample size of almost 9,000 observations. The vast majority of employees stay in their firms (0.93), whereas some report quits (0.04, n=309) as well as dismissals (0.03, n=234). Furthermore, these dismissed employees are asked whether they have received a severance payment or not. Table 1 gives an overview of the descriptive statistics of our data.
The main focus is on the existence of a works council, which is used as a dummy variable (1=yes, 0=no). Focusing on the whole sample, the ratio of individuals reporting the existence of a works council in their firm is about 0.58. The ratio of dismissed employees as well as voluntary movers having a works council is much lower than that of stayers (0.3 and 0.4, respectively).
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In order to determine the association of works councils with individual dismissals as well as voluntary quits, we will also control for individual, job-and firm-based characteristics. These characteristics include years of schooling, dummies for sex, nationality and disability as well as dummies for job status (untrained and semi-trained blue collar workers, trained blue collar workers, foremen, white collar workers with simple tasks, qualified professionals and highly qualified professionals), type of working contract (part-time vs. full-time), industry (5 categories) and firm size (4 categories). Table 1 shows considerable differences between the groups with regards to age, marital status, children in the household, residence in EasternGermany (i.e. federal states that formerly belong to the German Democratic Republic), tenure (in years) or the job status, for instance. 
IV Empirical results
We start our analysis with some bivariate comparisons. In our multivariate analysis, we apply a multinomial logit model. The determinants of dismissals and quits are reported compared to the reference group of stayers. Apart from simply analysing the relation of the existence of a works councils and dismissals as well as quits, we also interact the works council dummy with sex and job status (six dummies for blue and white collar jobs).
As a first indicator, the fraction of dismissals of and quits by employees in firms with and without works councils is examined. Table 2 shows that the dismissal rate is considerably lower for employees in a firm with a works council (0.01 compared to 0.05 in firms without a works council). This is also true for voluntary quits (0.02 compared to 0.05) and the differences hold true for both men and women. The differences are somewhat more pronounced for dismissed men. Lower quit and dismissal rates with regard to job position are especially observable for trained blue collar and qualified white collar workers. Notes: * significant at 10%; ** significant at 5%; *** significant at 1% based on a two group mean comparison t-test.
In the following multivariate analysis, we examine whether these results also hold true when controlling for a number of individual-and job-based characteristics. A multinomial logit approach is applied as mentioned above. It can be argued that the existence of a works council may not only correlate with dismissals and voluntary quits in general, but for men and qualified employees in particular. Hence, the particular relationship between works councils and dismissals as well as voluntary quits for several subgroups of employees is examined by using interaction terms.
The works council variable is the variable of particular interest. The results of model (1) in Table 3 show that works councils are negatively associated with dismissals of as well as with quits by employees. This is in line with hypotheses 1 and 2. Interacting the sex and works council dummy in model (2) shows that the negative relationship of dismissals and works councils is somewhat lower and only significant on the 10 percent level for women. The interaction effect for men is negative as expected, but not statistically significant on a reasonable level. Separate estimations for men and women show a higher significance for men. For the case of voluntary quits, the coefficient of the interaction term is anything but significant. Although we cannot find a significant interaction effect for dismissals, the results at least do not contradict our hypothesis 3.
The particular relationship of works councils and separation rates concerning employees' occupational status is analysed in model (3) of Table 3 . Unskilled and semi-skilled blue collar workers without a works council serve as a reference category. There are indeed some differences between jobs. The negative relationship both for dismissals and quits is especially pronounced for trained blue collar workers as well as for qualified white collar employees.
Therefore, the results are, at most, only partly in line with hypothesis 4. Works councils may not just care for the interests of the group of blue collar employees, but also worry about qualified employees, who are regarded as success factors of firms. The subgroup of highly qualified professionals is not affected in particular. This is not surprising, since the interests of highly qualified professionals are not included in works councils' tasks according to §5 (3) of the WCA. In addition, further control variables are also significantly associated with dismissals and voluntary quits. The results are mostly as expected: The probability of both dismissals and voluntary quits is negatively associated with age and tenure. Dismissals are less likely for employees with children in the household. Employees with higher schooling degrees quit more often and employees in Eastern Germany less. Concerns about job security act as a proxy for the economic situation of firms. Not surprisingly, dismissals are positively associated with these concerns. The results with respect to the works councils dummy do not depend on implementing the set of concerns dummies. However, the negative relationship between works councils and dismissals is particularly relevant for those employees who report a bad economic situation of their firm. Separate estimations of firm size categories show a slightly more pronounced relationship in small-l and medium-sized firms.
As mentioned above in section 2, firms may provide a severance payment to dismissed employees either voluntarily or mandatorily due to an (impending) court ruling. The GSOEP data also contain information on severance payments for dismissed employees. Figure 1 revisits our sample structure and complements it by the fraction and amount of severance payments for dismissed employees of firms with and without works councils. Since absolute numbers are small, we stick to a descriptive analysis here. Remember that the fraction of dismissals for employees in firms without a works council is three times higher than in firms with a works council. The existence of a works council also tends to result in a larger fraction of severance payments in cases of dismissal (0.25 compared to 0.14 for dismissed employees in firms without a works council). Given that a severance payment is provided, the median amount is about five times larger for employees of firms with works councils. In the majority of German cases, severance payments are paid in relation to previous years of tenure in the firm and the gross monthly wage (see Jahn 2005 , Grund 2006 , Goerke & Pannenberg 2010b ).
Then, so-called severance pay factors, defined by the amount of the payment divided by the product of the previous wage and years of tenure, can be calculated. Severance pay factors are slightly higher for dismissed employees in firms with a works council. The figure reports medians of severance pay (factors). The relations hold also for other percentiles. These results hint at first evidence for the assumption that works councils are also related to higher relevance of severance payments. This adds to the relationship of the presence of unions and severance payment reported by Goerke & Pannenberg (2010a) . But of course, much more research with more comprehensive data is necessary to confirm our assumption with respect to works councils. 
V Conclusion
Using a large representative sample of employees in Germany, the relationship between works councils and employment separations is examined. Additionally, the role of severance payments for dismissed employees is addressed. Since works councils may affect certain groups of employees in particular, subgroups with respect to gender and occupational status are analysed. In contrast to previous studies concerning personnel turnovers, the data allow for a clear distinction between dismissals and voluntary quits.
The results provide empirical evidence that works councils are negatively associated with employees' dismissals. Taking a closer look at certain subgroups, we find, at most, slight hints for the conjecture that men benefit more than women from the presence of a works council concerning protection against dismissals. Moreover, dismissals of both trained blue collar workers and qualified white collars are negatively associated with the presence of a works council. Works councils are also found to be negatively related to voluntary quits in general. There are no gender differences. Again, the relationship is particularly pronounced for trained blue collar workers and qualified white collar employees. We find first hints that works councils are also related to the relevance of severance payments in the case of dismissals.
There are some limitations to our contribution due to data restrictions. Future research may address the behaviour of works councils in more detail and examine the interplay between the collaboration of works councils and the firms' management and types of employment separation. We do not have information about the reason for a dismissal, either. The behaviour of a works council might differ considerably when facing a dismissal on account of redundancy compared to a dismissal on grounds of misconduct, e.g. alcohol misuse during working time. It would be beneficial to have this information in order to derive causal effects of works councils on dismissals and severance payments in depth.
